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FEDERAL RESERVE ACT AMENDMENTS 



FRIDAY, JULY 14, 1978 

HOU8K OF Rbpsxskntativbs, 
SUBCOMMnTBB ON DOMESTIC MONETARY POUCY OF THE 

COUUTTTEE ON BANKING, FiNANCB AND UbBAN AfFAIBS, 

Washington, D.C. 

The subcommittee met, pursuant to aotice, at 8:34 a.m., in room 
2220, Rayburn House Office Buildinjc, Hon. Parren J. Mitchell 
(chauman of the subcommittee) presiduig. 

Present: Representatives Mitchell, Neal, Watkins, Hannaford, 
and Hansen. 

Chairman Mitchell. The bearing will come to order. It is now 
8:34. It was called for 8:30. We are 4 minutes late. 

This morning, the Subcommittee on Domestic Monetary Policy 
meets to considN' H.R. 12621, a bill to expand the class of coUater^ 
eligible for use as security for Federal Reserve not«8, and H.R. 
18148, a bill to increase the number of class C directors of Federal 
Reserve banks from 3 to 6, which would increeise the total number 
of directors from 9 to 12. 

The first of these two bills would correct a small deficiency in 
current law r^arding eligible collateral. The latter would help the 
Federal Reserve implement the spirit of the Federal Reserve 
Reform Act of 1977. In this legislation. Congress calls upon the 
Federal Reserve to expand both public and minority participation 
in Federal Reserve bank affairs. 

[The texts of H.R. 12621 and H.R. 13148 foUow:] 
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^s™. H^ i^ 12621 



IN THE HOUSE OF REPRESENTATIVES 

Mat 9,1978 

Hr. Httchku. of Haryluid introduced the following bill; which was referred 

to the CcHnmittee on Banking, Finance and Urban Affairs 



A BILL 

To expand the class of collateral eligible for use as securi^ for 
Federal Reserve notes. 

1 Be it enacted by the Senate and Home of Representor 

2 tivea of the United States of America in Congress assembled, 

3 That the third seBtence of the second paragraph of section 

4 16 of the Federal Reserve Act (12 U.S.C. 412) is amended 

5 by striking the words "direct obligations of the United 

6 States" and inserting in lien thereof the words "any obliga- 

7 tions which are direct obligations of, or are fully guaranteed 

8 as to principal Mid interest by, the United States or any 

9 agency thereof. 
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93tb congress V V T^ 4 tf^ « M ^^ 

.s^™ H. R. 13148 



IN THE HOUSE OF REPRESENTATIVES 

June 15, 1878 
Mr.BEVBs (by request) (forhiinBelf,Mr.MiTCiiEu.of MarylEuid,Mr. Annxtn- 
zio, Mr. PATrrasoN of California, Mr, Lvndine, Mrs. Speli-man, Mr. 
Pattison of New York, and Mr. Vento) introduced the following bill; 
which was referred to the Commiflee on Banking, Finance and Urban 
Affairs 



A BILL 

To increase the number of dass G directors of Federal Reserve 
banks. 

1 Be it enacted by the SeTiate and House of Repreaenta- 

2 lives of [he United States of America in Congress assemUed, 

3 8H0BT TITLE 

4 Section 1. This Act may be cited as the "Federal Re- 

5 serve Bank Public Directors Act". 

6 BOABDS OF DIBECT0B8 OF FEDERAL RESERVE BANKS 

7 Sec. 2. (a) The ninth paragraph of section 4 of the 

8 Federal Reserve Act (12 U.8.C. 302) is amended by 

9 striking out "nine" and inserting in lieu thereof "twelve", 
^^ (bj The twelfth paragraph of section 4 of the Federal 
11 Reserve Act (12 U.S.C. 302) is amended as follows: 
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1 (1) V striking out "three" in the first sentence 

2 and inserting in lien thereof "six". 

3 (2) by adding at the end thereof the following: 

4 "Of the three new class members appointed by the 

5 Board of Governors of tiie Federal Reserve System after 
Q the date of enactment of the Federal Reserve Bank 
7 Public Directors Act, initially one shall be designated to 
g serve for a term ending December 31, 1979, one for a 
9 term ending December 31, 1980, and one for a term 

10 ending December 31, 1981, and thereafter each member 

11 so appointed shall serve for a term of three years as 

12 provided in paragraph 9 of section 4 of this Act (12 

13 U.S.C. 302).". 

14 (c) The last sentence of the twentieth paragraph of 

15 section 4 of the Federal Reserve Act (12 U.S.C. 305) is 
1^ amended by striking out "tiiird class director" and insert- 
1*^ ing in lieu thereof "class C director designated by the 

chainoui". 
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Chairman Mitcheu. IIub moming we have as our witnesa Gov. 
J. Charles Partee of the Federal Reserve Board, who is certainly no 
stranger to us, because of his frequent appearances before this 
subocfflunittee. As always, Governor, we are delisted to have you 
here, and we welcome you to the hearing. I want to thank you for 
an early-morning awaikening, an early-moming departure from 
your h(Hise, and a prtnnpt arrival at tiie subcommittee hearingB. 

STATEMENT OP HON. J. C31ARLES PARTEE, MEMBER, BOARD 
OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

Governor Partke. Thank you, Mr. Chairman. I am pleased to 
have the opportunity to present to the subcommittee the views of 
the Board of Governors of the Federal Reserve System on H.R. 
12621 and H.R. 13148. The Board appreciates particularly your 
timely consideration of these two eunendmenta tjiat we have pro- 
poeed to the Federal Reserve Act. 

Let me b^in with H.R. 12621, a proposal to expand the class of 
collateral eligible to secure Federal Reserve notes. As this aubcom- 
mittee is aware, the currency of the United States consists almost 
entirely of Federal Reserve notes, which are liabilities of the Feder- 
al Reserve banks. By law, these notes must be collateralized dollar^ 
for-dollar by assets of thie Federal Reserve, and only those assets 
specified in section 16 of the Federal Reserve Act are eligible as 
collateral. At present, the list of eligible assets is restricted to gold 
certificates and Special Drawing Itights certificates, direct obliga- 
tions of the United States, banker's acceptances and other paper 
eligible for discount, and certain loans to member banks. H.R. 
12621 would add the obligations of Federal agencies to the class of 
assets eligible to secure Federal Reserve notes. 

A brief review of the balance sheet that follows of the Federal 
Reserve banks may help to illustrate the increasing need for the 
expansion of eligible eissets. The major liabilities are member bank 
reserve balances, the deposits of the Treasury, and Federal Reserve 
notes. By far the lai^est and fastest growing item is the liability 
for currenqr outstanding, which represented 72 percent of tottd 
liabilities and capital of the Federal Reserve banks at the end of 
1977, compared with about 59 percent of the total 10 years ago. 
Since total assets must by definition equal liabilities and capital 
accounts, this means the proportion of our asaets pledged to secure 
Federal Reserve notes has also been growing significantly. 

[The balance sheet referred to by Governor Partee followB:} 
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CONDENSED BALANCE SHEET OF THE FEDERAL RESERVE BANKS 
In millions of dollars 

ASSETS 

Oeceab«r 3T 
1967 1977 

6old certlficaUs 11,480 11,719 

Special Drawing Rights Certificates 1.250 

Loans to member banks secured by eligible paper 143 262 

Acceptances — 164 9S4 

U.S. goverrwnent securities 49.112 102,819 

Federal agency obligations 38 8,455 

Other Assets — - - 14,393 14,267 

Total assets 75,331 139,726 

LIABILITIES AND CAPITAL ACCOUNTS 

Federal Reserve Notes.- 

Outstanding (Issued to Reserve Banks) — 44,311 100.536 

Less: Held by Reserve Banks 1.940 7.382 

Federal Reserve notes, net 42,370 93,154 

Hember bank reserve accounts 21,000 26.709 

U.S. Treasury deposits - 1,123 7,164 

Other deposits - 797 1 ,514 

Other liabilities 8,841 9,126 

CapiUl accounts - 1,200 2,058 

Total liabilities and capital accounts 75.331 139,726 

Detaits nay not sum to totals due to rounding. 

Governor Pabtee. Among the items on the asset side of the 
Federal Reserve's balance sheet are gold certificates. Special Draw- 
ing Rights certificates, U.S. Government and Federal eigency secu- 
rities, banker's acceptances, loans to member banks, and other 
miscellaneous iissets. The largest single entry is, of course, the 
System's holdings of U.S. Government securities, which represent- 
ed about 74 percent of total assets at the end of 1977. 

Virtually all of the increase in the Eissets of the Federal Reserve 
over the past decade is ficcounted for by net acquisitions of U.S. 
Government and agency issues. In recent years, we have been able 
to conduct limited open market operations in the growing secondary 
market for agency issues, so that our holdings of such obligations — 
which under existing law are not eligible to secure Federal Reserve 
notes — now total about |8.5 billion, compared with only $38 million 
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a decade ago. Hie net result is that, over the last decade, while 
Federal R^rve notes outstanding have increased at an 8V4-per- 
cent annual rate on average, eligihle collateral has grown only at a 
6%-percent annual rate. 

In the past few years, moreover, growth in the currency needs of 
the economy appears to have accelerated to an annual rate of 
about 10 percent on average. Experience has shown that the econo- 
my's currency requirements tend to be a feirly stable proporticm of 
GNP. Thus, if nominal GNP — which reflects inflation as well as 
real growth — continues to rise at its recent rate of 10 to 11 percent 
-per year, and if eligihle assets grow at the 7-percent rate of recent 
years, it can be projected that the Federal Reserve's stock of eligi- 
we collateral will be completely pledged in 3 to 4 yeara, ott^ 
thing" being equal. 

A shortage of collateral is thus a veiy real possibility. Indeed, 
over the past IVi years, the excess of eligtttle assets above collateral 
requirements has declined sharply. Excess Reserve note collateral 
averaged more than |20 billion at yearend for the years 1970-76. It 
averaged only $11 billion in the first half of this year. And with the 
intoodnction of the new note option to the Treasury's tax and loan 
account program at deposits^ institutions, expected to become 
effective this fall, excess Federal Reserve note collateral is likely to 
decline considerably further. This will result from a reduction in 
the lantern's portfolio of Government securities associated with the 
transfer of Treasury balances from the Reserve banks to commer- 
cial banks and other depositary institutions. If agency issues were 
to be made eligible to secure Federzd Reserve notes, the more 
ample excess coUateral cushion would permit greater operating 
flexilnlity during this transition. 

It stuiuld be emphasized that the Federal Reserve holds assets far 
in excess of its notes outstanding. However, with a diminished level 
of Bxoeaa eligihle coUateral, some technical operating difficulties 
can arise. For example, since each Reserve bank must individually 
secure its notes outstanding, the recent sharp decline in excess 
collateral has meant that, on occasion, a Reserve bank runs short 
of digible assets. In such an event, that bank has had to borrow 
Qoveniment securities from another Reserve bank in order to meet 
collateral requirements. The Svstem's operaticHial flexibili^ would 



be enhanced by the passage of H.R. 12621, as the proposed ^mn- 
rion c£ ctdlateral assets would likely eliminate the need for these 
loans between Reserve banks. 

On occasion also, excess coUateral can be reduced sharply by the 
need to ofbet sudden and unexpected increases in Federal Reserve 
float Such an einsode occurred this past January, when harsh 
winter weather conditions interrupted the transport of checks 
through the clearing process. As a result, float rose b^ about $10 
billion above its average level in a matter of just a raw days. In 
such a situation, open maiket operations are automati c al^' under- 
taken to ofbet ibe reeerve effect of the increase in float with the 
excess ccdlateral cushion shrinking, there is growing dangw that 
such smoothing mwrations mi^t have to be constrained at times 
in (vder to avoid a oorreqxniding reduction of assets eligible to 
■ecnre Fednnl Reeerve notes. 
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If the authorization to secure Federal Reserve notes with agency 
obligations is not enacted, we will have no alternative other than 
to take measures necessary to insure compliance with the law. The 
inventory of currency at Federal Reserve banks may have to be cut 
back, thereby reducing flexibility to meet unanticipated increases 
in the public's demand for cash. A developing shortage of eligible 
collateral could weU force the System to cease purchases of Fedieral 
agency issues for the open market account, and to replace agency 
securities with other assets eligible as collateral. Since the volume 
of agency obligations has been increasing rapidly of late, it would 
not seem desirable, as a matter of public policy, to substantially 
curtail the Federal Reserve's participation in this active and grow- 
ing secondary market. And in the extreme case, if all eligible 
collateral were to be pledged, the System would find itself unable 
to issue additional currency in response to the public's need, since 
the issuance of notes without collateral is unlawful. 

The Board urges that H.R. 12621 receive the prompt attenticm of 
the Congress in order to avoid the unnecessary potential difUculties 
related to currency issuance that I have ouUined. Passage of this 
bill will remove the inconsistencies in treatment that now exist in 
the Federal Reserve Act so that all securities eligible for open 
market operations would also be eligible to secure Federal Reserve 
notes. Moreover, it will correct the current anomalous situation 
whereby loans to member banks that are secured by agency obli^ 
tions are eligible collateral for Federal Reserve notes, but direct 
System holdings of the agency securities are not 

Let me turn now to H.R 13148, a bill to expand the number <^ 
class C directors of Federal Reserve banks from three to six. 

Each of the 12 r^onal Federal Reserve banks has a board 
consisting of 9 directors who are to be chosen without discrimina- 
tion on Uie basis of race, creed, color, sex, or national origin. The 
three class A directors are elected by, and must by law be, "repre- 
sentetive of the member banks of the district. The three class B 
directors, who represent the public, are also elected by m^nber 
banks with due, but not exclusive, consideration to the interests of 
agriculture, commerce, industry, services, labor, and consumers. 
Qass C directors are appointed by the Board of Governors to 
represent the public and are chosen with due but not exclusive 
oonsideration to the intoreste of agriculture, commerce, industry, 
services, labor, and consumers. All Reserve bank directors are 
elected for 3-year terms. 

By stetute, class C directors must have been residents of their 
Federal Reserve district for 2 years, and cannot be officers, direc- 
tors, emph^ees or stockholders in any bank. Beyond these statuto- 
ry guidelines, the Board of Governors typically seeks other attri- 
butes in candidates for class C directors. Each of the bank boards 
need members with experience in managing an oi^anization, since 
directors must oversee the operations of their respective Reserve 
banks. Other important responsibilities include voting on changes 
in the discount rate, reviewmg leans and discounte to member 
banks in their respective districts, and providing important, timely, 
and valuable intelligraoe about economic coiraitions in tiieir re- 
gions of the country. The Board believes it highly desirable to 
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select directors who will contribute to the fulfUlment of these 
responsibilities. 

"nie chairman of the board of each Reserve bank, as well as the 
deputy chairman, who serves in the chairman's absence, must be 
designated by the Board of Governors irom among the class C 
directors. Thus, at present, most or all of the class C directors must 
assume — or have the potential for annnining — one of these roles. 
Under these circimistances, it is of particular importance that class 
C directors bring to the Federal Reserve a record of managerial 
capaaty that is essential to the effective supervision of an oper- 
atum as lai^ and complex as a Federal Reserve bank. 

The Board is keenly aware of the additional criteria for class C 
director selection specified by the Federal Reserve Reform Act of 
1977. We fully support the intent of the Congress to broaden the 
representation of interests on Reserve bank lx«rds. But in practice, 
we have come to recognize that it is difficult to provide representa- 
tion of a wide diversity of interests among only three class C 
directors. 

Moreover, since the directors serve stagg^^ terms, only one 
class C vacancy occurs each yesu- at each Reserve bank. And be- 
cause the complexity of the bsiik's business has given special value 
to on-the-job experience, Board-appointed directors are typically 
reappointed to a second S-year term. Thus, throughout the System 
only about six new class C directors are chosen in any given year. 
The Board's commitment to broader representetion can be 
achieved only very gradually with such a limited number of new 
appointments. Of course, the class B director appointments also 
may well include persons of diverse backgrotmds and interests, but 
thcor selection is a process over which the Board of Governors has 
no direct control. 

bi the interest of promoting broader representation of agricul- 
ture, labor, services, consumers and other groups among Reserve 
l»nk directors, the Board of Governors recommends the passage of 
H.R. 13148. The increase from 3 to 6 class C directors at each 
Federal Reserve bank will provide 36 immediate openings for 
iHiich the Board can consider individuals with a variety of back- 
grounds and interests. And with the greater number of class C 
directors at each Reserve bank, it will be more feasible to cany out 
tito provisions of the Federal Reserve Act that call for both broader 
represMitatlon among, and selection of the chairman and deputy 
cbairman from, the class C directors. 

In summary, I want to convey the Board's recommendation for 
prompt passage of these two hills. If enacted, the first of these 
proposals will enhance greatly the Federal Reserve's flexibilify in 
meeting the collateral requirenjente for Federal Reserve notes, and 
the second will be of substantial benefit in helping to brradrai 
promptly the diversity of backgrounds and intereste represented oa 
the braids of directors of our r^onal Federal Reserve banks. 

Thanh yau, Mr. Chairman. 

Chairman MrrcHKX. Thank you very much. Governor Partee. 
Just one quick question on H.R. 12621. I assume there has bera 
consultation between the Federal Reserve and the TreasuTy on 
this. I know of no problems that Treasury has with it. 

Qovemor Pabrb. I know of no problems either, Mr. Cluurman. 
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Chairman Mitchell. Has there been consultation with TreasiuT? 

Governor Pabtee. I just cannot recall. I will have to check that. 

Chairman Mitchell. I think for the sake of the record we ought 
to have correspondence from Treasury inserted. I know that the 
Treasury has no problems with the bill. 

Governor Pabtee. I see no difficulty for the Treasury. But I just 
cannot recall roedfically that the issue has been discussed in terms 
that can be referred to eis consultation, Mr. Chairman. 

Chairman Mitchell. For the matter of the record of the subcom- 
mittee, we will direct correspondence to the Treasury and ask that 
they reply for the record. (See page 40.) 

Now, with reference to our second bUl, H.R. 13148, 1 am encour> 
Bmd by the statement you made this morning, and I must say it 
omete a great deal of discouragement that I experienced earlier 
this year. I think the Congress was quite sincere when it said it 
wanted greater diversity of representation. 

Governor Pabtee. Yes. 

Chairman Mttchell. At the beginning of 1977, 1 thought we had 
an excellent opportunity to increase the diversification of the Fed- 
eral Reserve bank's bouds of directors. Some selections were made 
for openings. But in my opinion, the selections that were made fell 
far short of the eroectations of tlie Congress in terms of the kind of 
balance we hoped would follow passage of the Federal Reserve 
Reform Act of 1977. 

If you will recall January 1 of this year, the 12 Federal Reserve 
banks had 37 directorships vacttnt; 12 were in class A, 12 in class B, 
and 13 in class C; 21 have been filled by new persons, 7 in each 
class. One class A directorship and one class B directorship are still 
vacant. 

Governor Pabtee. Yes. 

Chairman MrrcHEix. What was so veiy discouraging to me, and 
seemed on its face to be in contreidiction to what the Congress 
sought, was that there was no increased diversification at all in the 
class A directors. 

Governor Pabteb. No. 

Chairman Mitchell. The information I have is that all seven 
selections— they have to be bankers— were white males. 

Governor Pabtee. I am not aware of any women or minorities. 

Chairman Mitchell. That flies in the face of diversification. We 
also had an opportunity to diversify in class B director level. How- 
ever, of the seven persons newly elected this year, there was onfy 
one woman. 

Governor Pabtkb. Yes. 

Chairman Mitcheix. In that class B group, there were no blacks, 
no Hispanics, or any other minority dfected. I am not at all sure 
that the present composition at that class B level can Intimately 
be said to represrait the interests of services, labor, and consumers. 

Finally, of the seven persons newly appointed as class C directors 
by the Board this year, only one is a w(»nan. She also can be 
termed a consumer representative. But even at that level as of this 
jrear there are no bfacks, no Hispanics, no other minoritiea. I 
suppose only one can be said to represent labor. 

Now, I do not intend to lecture you, but it seems to me that tiiat 
kind of selection process at least violates the spirit of section 203; 
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certainly, in terms of appearance, it seemB to violate it. Let us hope 
that if we Cfin move expeditiously to pass H.R. 13148 — now that we 
have your full support for it. Let ua nope we cem b^in to redress 
these kinds of inequities that I alluded to among the class A, class 
B, and class C directors. 

Governor Pabtei. Mr. Chairman, I agree with what you have 
said. In defense of the record, I would point out that the Federal 
Reserve Reform Act was not passed until November 1977, at which 
time the representation for class B directors was expanded. You 
see, before then, effectively they all had to be businessmen. And 
the selection process for this year's director vacancies was pretty 
w^ completed by last November because of this process of the 
bankers voting for the class B members. Therefore, there weis not a 
neat deal of opportunity to turn around the situation in that class 
B group. 

In class C, as I say, we are certainly doing everything we can to 
find good, eligible candidates r^treeenting a wide variety of intei^ 
esta in the country. But the difSculty, as I pointed out, is that we 
have only those tm^e spots; and we have to nave a chairman and a 
deputy chairman among the three designated, for which we think 
managerifd experience is imj^rtant. So we feel so constrained that 
it is difficult to move sigmficantly in the direction of broader 
r^>reeentation. Now, if we had these 36 new positions, I think we 
could bring about quite quickly a very considerable change in the 
composition of the directorships, while still paying very careful 
attention to the quality of people and the qumity of fulvice we 
would likely be getting nrom the group. 

Chairman Mitchell. I think we ought to nuike the record clear 
that class B directors, in your interpretation, have in effect to be 
busineesmen. 

Governor Pabtkb. Commerce, agriculture, and industry, I be- 
lieve. 

Mr. Hansen. Men or persons? 

Governor Pahtee. Persons. 

Chairman Mitcheli- If I may recapture my time, I am trying to 
use the language that the Governor used. He said "must in effect 
be busineesmen." I merely wanted to make the record very clear 
that even the present language does not make it so narrow, that 
persons in busmess, agriculture, services, labor, and others were 
included. 

Governor Pabtse. That is right. Agriculture was included. 

Chairman BdircHELL. Mr. Hansen, any questions? 

Mr. Hansen. Thank you, Mr. Chairman. 

Governor Partee, I think that we need to have balanced repre- 
sentation so that we get the proper input, to serve any given area 
in the best way possible. I guess I am wondering where you really 
achieve balance. Can you have representation and balance at the 
same time without including the total population? What I am 
getting to is, take any exam^e, the NatioDal Collegiate Athletic 
AsKtciation or anything else. They have boards. Fans are affected, 
just like the consumers. But how far can you go to gain a balance 
Wore you take the operation away from the pros in the business, 
so to speak? How far oo you go to gain a balance before you end up 
with that so-called balance having people appointed arbitrarily 
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Axmi Washington and have your institutions, your local representa- 
tives and your local situations outnumbered and hanging? Where 
does balance end and manipulation b^in when you are appointing 
members to these boards? Is there not perhaps some merit to 
increasing each category by one person or something like this? Are 

Ku going to give away professionalism for tokenism or for a num- 
rs game? I think there are some answers that we have to come 
up with here before we arbitrarily change what has been a fairly 
workable situation right now. Maybe you would like to address 
yourself to that. 

Governor Partee. I think, Mr. Hansen, that we do have to pay 
careftil attention to seeing that class C directors have the kind oT 
managerial record that will meike it possible for these boards to 
work effectively in overseeing the operations of the Reserve banks. 
That is a first requirement that we have for our director groups. 1 
think it is also important that the group of directors be prepared to 
discuse intelligently and with some experience the qu^tion of 
proper discount rate setting, to discuss economic conditions in their 
r^on as they are developing and are likely to develop in the 
future, and in that way to be able to provide advice to their 
presidents and also — when they communicate on discount rates — to 
the Board of Governors. But I think that these functions can be 
performed with a more diverse group of people than we typically 
have had on many of the Reserve bank boards. 

Mr. Hansen. Forgive my interruption, but can we not also make 
some efforts toward insisting that maybe they broaden the variety 
of people in cat^ories A and B? It seems to me that to load it v/ita 
category C may not be as wise as to insist that maybe we do a 
better job in some of the other categories. I know some areas have 
pretty good representation of women, others don't. I just wonder if 
we are loading it too much in one category in an area of weakness 
where you do not have your expertise and overloading the exper- 
tise area of your board in order to achieve the so-c^ed racial, 
eUmic or whatever iKilance we are talking about? 

Governor Partee. I would not particularly favor an increase in 
clfiss A, because those directors are bankers and I think we ought 
to keep it restricted to bankers. That is, those Eire the people who 
use in the first instance the services of the Reserve baius. I tiiink 
that ought to be a banker group. Directors could be as easily added 
to class B as class C, but class C seemed the most reasonable thing 
to increase. We took this up with the presidents of the Reserve 
banks, and they approved this initiative. And, of course, you do 
reo^nize that as a practical matter there is involvement by the 
Reserve banks in proposing names for class C. 

Mr. Hansen. Are tne member banks pretty much in accord with 
this? 

Governor Partee. I really do not know about the views of the 
member banks? 

Mr. Hansen. All you know about is the Reserve banks? 

Governor Partee. The presidents of the Federal Reserve banks, 
that is right. 

Mr. Hansen. Don't you think they Eire engaging in a little token- 
ism in this effort in category C in order just to kind of wave away a 
problem instead of really, again, as I say, doing the job of trying to 
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encourage a broader representation of races and ethnics, Mr. 
Chairman? By this, I mean in cat^ory B, as you mentioned. Gover- 
nor Partee, or even category A? lliey are developing more ezi>er- 
tise in category A across the country now, more peo^e are moving 
into those areeis, as we have insisted that they do so. I am wonder- 
ing if, in a sense, this emphasis in category C is a copout. 

Chairman Mitchku. Will the gentleman yield to me just before 
the Governor responds? 

Mr. Hansen. Please. 

Chairman Mitchsu. Thank you. I thought about this problrai, 
too. Quite frankly, the Chair's opinion, and I would hope uie opin- 
ion of the subcommittee and the full committee, woiud be to go 
further and expand the other classes at a later date. I look on tlus 
bill as the first step, the be^nning of some impetus to show Iqr 
model demonstration what can be accomplished at the C directing 
ship level. Also, I Eisked the gentleman to yield because we have 
mtwlems with words; semantic difRculties are frequently present. 
But I think rather than use the word "balance, ' what we are 
looking for is diversification. That is the term that we are really 
seeking. Because in the Chair's humble opinion, there is a difleir 
ence between balance eind diversification. I just wanted the record 
to be clear on that, that we are going for diversification. 

I thank the gentleman for yielding. 

Governor Parteb. I was only going to say in response to Mr. 
Hansen that with class A, there is a limit on the variety of things 
to be represented. Typically, we expect the three class A directors, 
who represent the member banks, to represent \atrge banks, 
medium-size banks, and small banks. As a matter of fWt, in meet 
diebicta one class A director is elected by each of those member 
bank size groups. The size groupings are determined by the Federal 
Reserve — that is, what constitutes large, medium, or small banks. 
It is pretty hard to fdso get broader diversity, while also achieving 
that kind of a size distribution. 

I would anticipate in class B we will have more diversity. For 
example, just yraterday we received word tiiat Chairman Miller's 
position on the Boston Reserve Bank board, which was a class B 
directorship, has been filled by vote of the member banks with a 
woman who is a businesswoman in New England. 

We have many other cases where class B directors are otaning to 
represent more broEtdly various groups. But I think it somewhat 
unlikely that we would have many class B directors at the banks 
who, say, represented consumer groups or other organizations of 
that kind. So I would think that we would just have more latitude 
to see that we get a better diversity if more directors were to be 
added to class C. 

I might also say, Mr. Hansen, as to the matter of tokenism— you 
used the term — we expect everyone that we appoint to the Reserve 
banks to do a full, responsible, experienced job; to make a contzibu- 
tiim to tiie work of the boards of oirecton. 

Mr. Hanssn. I do not think. Governor Partee, tiiat is the kind of 
tokratism I was talking about. I am talking about the tokenism of 
numbers that eoes on in this country. We have gone to a qritem 
questioned by the Bakke case in some of these things, where we see 
tne oonttoversiality and the problems tb^t.aie inwuved in playing 
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numbers games. What we reaUy want is the full spirit of the law 
and the mil spirit of pftriicipation. Mr. Chairman, to reenectftilbr 
take issue with you, you mentioned that balance was not tne wora, 
that diversiiication was. Well, I see here, in a sense, still lingering 
the game of balance. We expand one general category in order to 
get more minority people there, and you get a balance — thou^ 
only token balemce. 

If you really want diversification, it seems to me we must get 
minorities into the areas of expertise where you really can get uie 
input you want, ra^er than only in the area of catc^ry C, which 
is weak as far as expertise is concerned. And I guess every one of 
us may be in the nugority in some ways and in the minorihr in 
other ways. There are some minorities, because of the emphasis of 
the law and the times and so forth, that get more attention than 
others. But we all experience situations where we are in the minor- 
ity. 

Maybe it is from size. I can onlj^ shop in one men b store out of 
10,000 because of the problem of size. People say go on, we cein't do 
anything for you. It is just one of those things. EJverybody has this 
kind of an experience in one way or another. I think we all have to 
be sensitive of the problems and situations of others, I think we 
have to be sensitive to including others. Fighting this battle is a 
struggle, Mr. Chairman, and as a leader here in the Congress to try 
to get things evened out, I know you recognize that. However, I 
think that sometimes because of this constant effort that many 
have to go through, that maybe there are times when you accept 
too little when you could take more, where you could move farilieT 
and faster. 

I guess my only concern here is that this may be one of those 
times where you are taking a pat on the head, in a sense, yrhaa we 
really could be eiddressing ourselves effectively to solving the prob- 
lem in this situation, which is to include minority people in the 
area of expertise as well as the general category so they can 
participate properly and get the banking situation properly broad- 
ened. We are talking about minority bank inclusion, the input of 
women, the input of ethnic groups. With this dwelling on cat^ory 
C, I am sure we are getting this done properly. I am hoping we can 
look at this l^islation in broader perspective as we consider it and 
see if there is not a possibility to put emphasis on some of these 
other cat^ories without getting into the problem cMf allocatiou 
addressed by the court so we can get this problran soliwd or at least 
<m track, once and for all. 

Chairman Mttchell. Will the gentleman yield? 

Mr. Hansen. Yes. 

Chairman Mitchell. The Chair tried to state his position in 
relatively diplomatic terms. 

Mr. Hansen. You usually do. 

Chairman Mitcheix. The Chair will try to be a bit more specific. 
Let me speak to two issues. First, the matter of balance and diver^ 
sification. You took issue with my use of the word "diversification," 
giving that a higher preference. Although the House of Representa- 
tives is certain^ not analogous to the situation that we are con- 
fronted with here, I think you would agree that there is not a 
balance in terms of the populaticm of women in this country, as 



y.Google 



15 

represented in the House, nor blacks, nor Hispanics. Certain^, 
hopefully we are moving in that direction. Meanwhile, while 
moving in that direction, I think we seek diversiHcation in repre- 
sentation rather than attempting to eichieve the rigid balance 
which could only be accomplished by somehow changing the meth- 
ods b^ which people are elected to the House of Representatives. 

I Bald earlier that I tried to couch my response in very diplomat- 
ic terms. Let me assure the distinguished gentleman, Mr. Hansen, 
that for as long as at least one member of this subcommittee stays 
in the Congress, there will be a continuous push from at least one 
Member, that is this Member, to do something about class C, class 
B, and class A. I think my record is very clear that I will not 
countenEuice nor be a party to any part of tokenism, nor continu- 
ous exclusionary practice, and remain silent on it. I thank the 
gentleman for yielding. 

Mr. Hansen. I think my time is about up. 

Chairman Mttcheix. Yes. 

Mr. Hansen. I might just make one statement, Mr. Chairman, 
that is, I do not think it is a healthy game to get into numbers, 
because there are certain types of people who b^ various patterns 
in this country have developed in ways where to include them by a 
numbers game in certain areas, whether it is banking or something 
else, still will not necessarily provide equitable or proper diTer8i& 
cation. So I think it is a problem to rigidly call for quotas or 
whatever, because this does not allaw for the flexibility of the 
sytibem that ought to be there. But I do think that somehow we 
need to encourage areas where it has been rather stifled to move, 
without the force of law necessarily, more into the area of diversifi- 
cation, if that is the word, in representation on the various levels. 
My point is whatever we do here — and I don't beUeve loading the 
one area is the Euiswer — but whatever we do, I think we ought to 
be saying this is not the end — we want the job of indusiveness 
carried out successfully. 

Mr. Chairman, I would not expect you to be one who would sit 
back on this vitfd matter so I think we as a committee ou^t to be 
saying we want you to be working more in these other areas to 
^in full diversification. I know there are current efforts but some- 
times they get sidetracked and do not work as fast as if they were 
more conscious of these things. I would like to see that the empha- 
sis remains on the front burner. 

Chairman Mttchell. lliank you. 

Mr. Hannaford. 

Mr. Hannafobd. Mr. Chairman, I am a newcomer to this bill, so 
if I could ask a question: The l^islation we are talking about is 
H.R. 13148 and its purpose is to expand the Federal Reserve bank 
boards to 12, allowing for 6 instead of 3 class C directors? 

Governor Pabtee. That is right. 

Mr. HANNAVORn. The present legislation requires class C be cate- 
gorized as consumer— what is the categonr? 

Governor Pabtee. It is a wide variety. It is a broad list. 

Mr. Hannaford. Including minorities, women, consumers, so on? 

Governor Pastee. Service organizations and labor as well. 

Mr. Hannaford. Well, I might comment on the difference be- 
tween balance and diversification. I guees if you diversify with 
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preciBion it would be balanced, maybe. I do think that this is an 
important element to have. And I think, as to the chairman's 
concern, it is a fact that probably a black woman could understand 
the world of banking very well, but perhaps a white male banker 
could not understand the problems in the world of being a black 
woman. I think we could have a balanced board with all the 
diversification that the legislation calls for and still have it quite 
competent to deal with problems that the Boeird must deal with. I 
regret that I was not here for your testimony. 

I have no further questions, Mr. Chairman. 

Chairman Mitchell. Thank you, Mr. Hannaford. 

Governor Partee, we will move ex[>editioualy to mark up both of 
these bills. I am unable to set a time today for their markup. 
However, I can assure the members of the subcommittee that the 
markup will not be on a Friday, because we will have not sufficient 
membership here, apparently, to mark up the Solar Bank Act bill. 
But we will move expeditiously on them. 

Thank you very much for being here. 

Governor Pabtee. Thank you. 

Chairman Mttchell. If I may have the attention of the members 
of the subcommittee for Just a moment. On close checking, it ap- 
pears that none of the Republican members of the subcommittee 
can be here for the markup. Though I might want to try to do it 
with all of them being absent, I do not think I could do it under the 
rules of the House. Anyway, I think there is a general consensus 
that we are moving in the right direction on the solar bill. Howev- 
er, in light of the fact that a quorum of the members are not 
present, I do not believe we can mark up the solar bill today. We 
will reschedule the markup for next Thursday, July 20, 1978, at 10 
a.m. 

Thank you very much. The hearing is now adjourned. 

[Whereupon, at 9:15 a.m., the subcommittee was adjourned, to 
reconvene upon the call of the Chair.) 

|The following letter with attached record of policy actions taken 
by the Federal Open Market Committee at its meehng on June 20, 
1978, with emphasis in the discussion of "Operations in Federal 
Agency SecuriUes" on pages 16 emd 17, was suomitted by Governor 
Partee for inclusion in the record:] 
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BOARD ar GOVERNORS 

FEDERAL RESERVE SYSTEM 



The Honorable Parren J. Mitchell . 

Chalnnan 

Subcommittee on Domestic Monetary 

Policy 
CoMMlttee on Banking, Finance 

and Urban Affairs 
U. S. Hogse of Representatives 
Washington, 0. C. 20515 

Dear Hr. Chalnoan: 

You m111 recall that In my statement on H.R. 12621 before your 
Ccnnlttee last week, I Indicated that defensive actions might need to be 
taken by the Federal Reserve because of the recent marked decline In the 
"cushion" of excess collateral eligible to secure Federal Reserve notes. 
AKing other measures necessary to ensure compliance with the law, I 
mentioned that the System might we11 be forced to cease purchases of 
Federal agency Issues for the Open Market Account, and to replace 
agency securities with other assets eligible as collateral. 

In this connection, you may be Interested In the discussion 
of open market operations In Federal agency securities that appears on 
pages 16 and 17 of the enclosed record of policy actions of the June 
meeting of the Federal Open Market Conmittee. The need to de-eniphasize 
open market operations in the secondary market for Federal agency issues 
HDuld not have arisen if such obligations were eligible to secure Federal 
Reserve notes. 

I want to express again the Board's appreciation for your 
Conalttee's prompt attention to this matter. 

Sincerely, 
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Tb* lord of tkm-naii of Cha Fadatal Ralerva SjiCM 
wrf th« r*d*nl Opu Hirkat Co^ccaa today relaaiad tha atUcbad 
ncard of policy aeclani takan by cha Fadaral C^an Maikac CoaalCEta 
■t lEB laaetliil on Juaa 20, 197S. 

Such racocdi for aach ■aalint of tha Cc^alceaa ara aada 
available a fair daya after cba oaxt rafularly adiaduled ■aaClna 
■Bd ata publlahad la tha Fadacal laaam Bullatln asd tha Board'* 
Autual Baport. Iba au^Hry daacrlpCiona of acotbcaitc and financial 
condlllona they contain aca baaad solely on tha Inforaaclon that 
ma avallabla to tha C(Hd.tta* at tha tiaa of tha ■aatlog. 
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tfeetta^ htld on Jum ^, t??; 
!■ DgBBiClc policy directive 

lb* infDraatloa rarlamd at thlt luatlog ■uggutad 
dut oucpuc of soode and Mrvleae hid sxpaadad npUlj on Cha 
■vang* In the *ae<md quactar, teflectlnc the aconta^'a rebound 
In late wtntar and early spring ftoa the affacta of 

her and the langthr coal atttke. Note reci 
of vqdiulon appeared Ea have aloved* The 
-■■ iwiBured by the flxed-welghcad price li 
■ diveatle buelneae product --accaleiatad aaikadly In 
a In large laeuure to aubatantlal incrauai 
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G[0*th la pnductica and w^lujanit widaraead tn Hajr liam 
tbg rapid lacai of pracedlng nonch*. Tbui, tha Induacclal pio- 
dactloa Intax iDCraaaad 0.6 par eaat, coHpareil vlll) gala* of t.Z 
and 1.4 p«E cant In Hireh and April, raapactlvalT ; and tba rtia la 
BBBfana paTToll ■^la^raaBE la MiT ■■• laaa than ona-bal I tha avaraga 
Inecaaaa saillsr la tha yaar. Id manufBCCurlag, cha gain la mploy- 
■ant «u relaClvely Bull and tha avarage wrlwaak dacllaad. Tfaa 
labor force conClnuad to scon (ubatantlally and tba una^loriunt 
rate edgad up to 6.1 par cent froia 6.0 pat cant In Aptll. 

ToUl retail aalaa war* about unchangad In Hay, following 
3 wmtha of auaptlonally large galna. Unit aalaa of ow auta- 
EwbllM TO** (lightly furthai to ■ nan high fst tba currant aipan- 
■ioo. It appaarad that sow caoauneri were buying oew eat* la 
antlclpatloD of further price lactaaaaa, 

Tba latMt DepartMnC of CoHaetce aurra)' of bualnaa* apaad- 
Ing plana, taken la late April and Kay, auggeated that outlaya for 
plant and etjulpaant would expand 11.2 par cent Ln 1976; thla rata 
«a* aargtnally above that repotted In tha February aumy. Othar 
Indlcaton of capital apandlng plana, aucb aa aanufacCuTara' capital 
•PpccpTlatlcna , contracta fat ctamaiclal and Induitrlal bulldlnga, 
and n*« ordata fot aoDdafenaa capital gooda, appeared generally 
cooalateBt with continued nedacate eipanalon In Inyaaiaent outlain- 

The Index of average hourly eamlnga for private noafatB 
pTOductloi vorfcaca roaa at an annual rate of about 3 pat cant In 
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Hty, (oUarlB( Ibcthm* anTaBlns elota Co ID par emc In «• 
■eBtba el 197S. Tor tha first S BBChi of Che yau tba Indail 
tnccaaaad at a »m»i1ii[ faacec cace tban IC had on dw ararag 
1977. Tha advaaca U Cha irtiolaaala pdea ludai for 
alio aland U May, raflaectos laallar Iscraaaaa In pilcsa of fan 
and food produce* aa of cha tliH of cha aucvar. Utar In Cha ■ootb, 
b owver, prlcaa of a aiabac of fais producca adnscad. Tti April 
tba couiiaar prlca Indai fet all uthan coaasiian roaa at an aceal- 
•ncad anmal raca of aaarly 11 par cant, oolni to furlhar large 
lacraaca* la food pcleaa and to hl|bar aaniea coats, aapacUlly 
Ctaaaa calatlnc co hoaa ovnaTihlp. la gaDtral, pileaa had Incraaaed 
conaUarably fascai la aady 197S chao duclag cha >air 1977. 

la foiaifa (Kchansa Baikaca cha tradcvel^ted valua of 
tba dolUi raachad a paak for UTS In Uca May. SobMfuently the 
dolUr daellnad by about 2 par cant, hat IC t^laad ab«e tba loB 
for tba jaai that had bean racordad In aarlr April . 

Tha raaaaad doanaard praaaure on Cha dollar appaatad to 
raflact aarfcet coDcarn about tiia hlih race of Inflacioa In Cha 
United SCataa relaclTe Co races In ecbar tadaacrlal countcla* and 
about tha ccBCInuaclaa of large daflelta la U.S. tocalin trade ad 
aurpluasa In tba ccede of Genear and Japan. Iba deficit la April 
m* about cha saM aa cbaC In Herdi but Ieht than tha hish laval af 
tha flrit viartai. loCh ai^acti and l^arta roaa eooildarablj tm 



,,Googlc 



6/20/7B -4- 

Tha nia of npiuloa In total bank credit, which bad 
accalariCsI «liaTpl> in Apdl, ■lackaoad iMwifaat In Ma; but raaalnad 
abov* cha aTerage foe othar racant ■eatha. laiA hoUInaa of aacnT' 
Itlaa change lltCla,but total loana, lad bj a adiga in bualoaaa 
loam, scof at an axcaptlaul paca. Outataudlns en^KCdal papar 
of nonflnanclal builnaaaaa dacllnad allghtlr la Hay. 

Greuth IB tha aairoHly daflnad wmay aupplr (H-l) Bodai- 
■tad In Huf to an annual tat* of about 6-1/Z par cant troa tha 
axtraoEdlitarlly rapid 19 par cant In i^rll. Gcaarth la H-2 and tl-3 
alio aland in Hay, raflactlng tha dicalaratloo In H-l. Inflon 
ol tha intaraat-baarlnt di^oalta Included la H-Z gaDarally vera 
graatar than Lb i^rll aa cooaarclal banka laauad a aubataotlal Toluae 
ot larfa-danoolBatioa tlaa dapoalta to finance the Bbarp increaae in 
bualBaaa loana. Bouevac, inflovi of funda Into aavlnga depoaita and 
•aalt-denoBlnatlon tiaa depoaita ranalnad alew both at banka and at 
thrift Inatltutiona. Fcallnlnary data for tha flrac part of Jun* 
auuaated that grovth In M-1 and H-I would accelerate in that 

Ac Ita aaatint on Hay 16 tha CoHaittea bad deeidad that tha 
raaiM of talaianca for Che annual ntea of (tovth In M-1 and M-Z 
during tha May-Juoa period afaould ba 3 to B par cent and 4 to 9 
par cent, reapaetlvaly, and tt had Judgad that aueh grnrth rataa 
vara likely to be aaaoclatad vtth a vaaUy-avaraga Fadaral funda 
rata aligbtly above Che level ot 7-1/6 to 7-3/8 par eaac pTcyaillnc 
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■t ctut Cln. The CoiMltt** had agTMd that U gitmtb laM* In 
ch* mffttmtam imx tha 2-aoiith paclod appaarad to ba davlattnc 
•tgBlflcsBtly [nm tha mI^IdM of tha ladloatad caB|M, tba 
oparatlooal objaeclva (or tiia waakly-avazaga Fadarat fuoda raCa 
ihouU b* Bodlflad in an aidarly (aahleo HlChlD a rania of 7-1/4 
to 7-3/4 par cant. 

In aecorduica tilCta tba Cosilttaa'* dactaton, tha thaaaar 
of tha ByalMi Opaa Harkat Accaunc basan after tha Hit aaaCliit to 
aeak bank raaarva coodlclau esnalttant ttith a Elninc of tba Fadanl 
fuDda rata to Aitani 7-1/Z par cant. IdcohIbi data tlirau|hout Boat 
oC tha iDtar-aaattai parlod ausgaatad that crovth IB tha asaaUT^ 
aggregatai vonld be nil vithla tha rasgaa apaelflad by tba Coaalttea, 
and tha Haaagar coBtlouad to taal condltlaaa eooalitaat with a Fadaral 
fuDda rata of 7-1/2 pai cant- 
Data Chat baeaaa amllabla a fair daya bafaia Ala M*ttM 
•ugiaatad that M-1 tnuld (eov In tha Har-Josa parlod at an aiiiaial 
rata of abaac 7-1/Z pac cant, eloaa te tha uppar llalt of Ita nog*. 
)l-2 alao waa prajacted to (row In tba 2-Binth period at a 7-1/1 fX 
eant rate, la tha upper half et tha rasga ipaelflad far that atgra- 
tate. Theae deta auggeitad the need far Coaidttaa ceoaBltatlan, aad 
oa June 16, In vlav of tbe progdiBlt^r of the aeetlag adiadoled for 
June 20, tha Co^attaa yotad te dlract Cha Haaagar to coaUina (or 
tbm tlaa being to ala tor a Fadaial toada rata of 7-1/1 pec cant. 



,,Googlc 



6/20/78 -6- 

Otbei ■■[kit IntaiMC rata* bad Tlian tunhar tn 
ncsnC vaeki. BaflsctlDg net only ch( rli* In the funds nta but 
•l(o (ubatantlal builnMi ciadlt doaands, aaikat nta> on (bort- 
tam (acuEltlaa bad Inciaaaad froii 30 to 60 baal* polnca (inea 
aid-Hay, and covaTctal banki bad calasd cba rata □□ loans to pTliw 
butinaai bsirovara in tvo ICep* frm B-l/4 to B-3/A par cant. 
Ytslda DO loDE-tan aaciurltla* reaa J to 20 baala polnta oval tba 
aama period, appacantly In Eeapeaaa to tha rla* In ahott-tam nCa* 
and lnraatoe concemi about tha proapecta foi Inflation. 

CoDdlElDU in ■DTtgasa naikata had contlnuad to tlgbten 
racantly aa atrong dsBiida for credit prsMad aiainat laducad avail- 
ability of funds at landing liuclcutiont. At Mvlngs and loan aaao- 

for lAlch data vera avallabla— na doaa to ita raduud nta 
tn tha HeaEtiet>aff«cted first quactar, and BotttaSa coadtaanta 
outstanding dacllnad furthar. Ihulos the Intar-aaatlni period thara 
mca fuitbar Ineraaaas In Intaiaat tataa an naw ciMlLiuf for coa- 
vaatlenal bona loans at tha aaaoclatloDa and, In >oat [agions, a 
tlghtanlng of nsntata tana u vail. Ilalds In tha secondary aaikat 
for boaa aortgagaa alio bad generally Increased In recant waaka. 

In the CooitCee's dltcuialon of tba acaunlc sltvaClsn 
and outloidi, the wadiara genaTally agraad that the gcovtb In laal 
oitput of goads and larrlcat cwar tha ecalng chr** quartei* would ba 
aubatantlally sloiiar on the araraga than tc had been In the unuaually 
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(Tonth fei thiE p< 
rate pcajaetad by 
k Hjorltr fMT*d 
■Utf latlclpatsd. 
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: andlt^^ Hovfcrar, tbaj 11111 aipKCad raat GI9 
duElna Cbc you ■alius ■t-'^ Cx 
L9T9. Ubllc lou ■MBbKi thov^t thaC Bruraga 
;iod nuld probably be at or a tlttla balow Cha 

otheia eipacted aiaeafaac faitac (lovth. 
cbaC tbe clta In prlcaa Hould ba greacar than tba 
tbou^t ehac tba vtm^lajmait nta 
a llttla ehaagad ftcn tba tata* 



af tba CoMltCaa BKbeta 
aota aCiangCb than Eb« tCi 
notad that bacb conauHi J 
aod thay latarpratad tba ' 
tb«t aany boui 



■E tha aod of tba pailed voul< 
tacantly pTBvalllng. 

Wlch raavaec Ca tha BDntba l^Mdiataly ahwd, • BajSTltr 
oughc EbaE tha acDnoBir m* llkaly to abow 
f proJacClOD auggeaCad. Thaaa aiBbaTa 
d bualnaaa (aaclaant appaarad Eo ba atroni, 
lataaE data on canauner babavlor aa avldancs 
• adopting a apaculatlva appToacb to Bpendlog'- 
antlclpatini aaadi for hooalng and oEbar durablat, and In Cbe 
procaaa adding willlnglT lo already haavy dabt bardeaa. Hhlla Eban 
■■■bara acknoailledgad that national aconoatc data did noE yat auggeat 
aUillar antlclpaEai7 apaadlflg on tba part of bualoaaaea, aararal 
notad that nany IwaliieaaBan appaarad to ba optlalatic about Eba 
proapacta for Eheir turn Ciimm and InduaETia* and that aucb optlBlaa 
■l^t (oen be caflacEad la a atay-up In om-all bualMaa inventory 
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csacan about th* InllcatlBat ttut tnflstlonar; •xpceuclan* vaT* 
*tr«afCh«alEkg and that both buAluAi mid labor vara Intanalfytog tbalc 
afEort« to protect ttuaaaLvaa diTcngh prlca and «ag« lAcraaaM, 

n» el Ell* Baabara irtio antlclpatad ralativalT atroos arortb 
In tta* naar tan thought that tha aconiMT waa llkalf to tanarata >uf- 
flciant Mantua to aalntaln a favotable rata of aipanalon bcyood 
■id-1979. Othar* la thli group vara eeDcarneil, homrar, that ia«oCaE 
•a near-tan (psndlnt of coaawaara and bualnaaaaa oabodLed apacula- 
tlTe tandanclaa, tha raaultlng aconiMle dlatortlona >l^t latd to 
algnlflcaotly aloaar gtotth In 1979. 

Of tha CcMdttaa SHbara aha antlclpatad laaa natr-tan 
atiangdi In tha aconoay. •"• auggaatad that currant bualnaia optladM 
■l^t mil raflact an onrMphatla on tka ahaip rabound that had 
occunad In racent Binitha rathar than a conaldarad aaaasaKnt by bual- 
naaaaan of proapacta for tha future. Ihaaa Biaibara thou^t It unlikely 

and thay aa« do obrloua aourca of efftettlng (trensth. They expected 
outlay) for houilng to alackeni thay noted that aunaya of builnaaa 
InTaataent plaea did net raflact auch ebvlllanca; and thay tbou^t 
bualDaaaaaa ttould follea a caucloua approach to Invantory opaoaioa. 
Finally, they noted that Federal ftaeal policy vculd be leaa atlaiU- 
ttva than anticipated eaTllar Id the year. 
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Sanral aabars of cha ConlttM abcanad that ralitt-nl^ 
(Id* •cobobIc (icnnh vouU Ewid CD da^on Infill tlOBacy praMuru aod 
to boliMr t^ pMlUoa of ch* dollar U foral^ aubaBCa narkau. 
Ob* of cbaao Mrfrar* notad that acoiuBlc actlTltj la najor loduitrlal 
cooBtTlaa abroad vaa aipacted to itranitliaB, and Cbat lucb a d<T«l«^ 
■ant vould halp to llnlt anr dacalafatlon In tba U.S. axpcniloa. Ha 
addad that a fallura of actlTitr abroad to itranathan an azpactad 
nuld Ineraaie tba chancai of uniatlafactoir ttanh In tba Dnltad 
Stataa and Hoold creata additional pcobl«a with raapacC to tba U.S. 

At Ita BaaElDs In Apill tba Ce^iIttM bad afiMd tbat 
[COB tba flnt quarter of 197B to tba fliat quarCat of 19T9 avaraga 
rataa of giontb Ln tba Hmetaly aglracataa idthln th« folloiiiag nusa* 
appMiai to ba conalitant vlch broad acoaoalc alma: H-l, i to t-1/2 
par um; H-Z. e-1/2 to » pal canti and H-l, 7-1/2 to 10 pd crat. 
Hw ataoclated tanfa for the rate of iroirch la ce^uiclal bank ccadlt 
■a* 7-1/Z to 10-1/Z par cent. It had alao b««a agra^ tbat tba 
l<atar-tun ranaaa, ai well ai the parttculai aggtagatai for ableh 
■veh rental vara apeclfled, ifould b* nbiect to rarlaw and Bodlflea- 

At tbli Baetlni, In dlacuaalag poller t" '■>• p«lod 
laaadlatelT ahead, Cc)^d.ttM aMbera wipraaaad coaaMaTable concern 
■bout recant ratal of fiaiitb la th* aoaetar; ■ggcasataa, pattleularl7 
In lltbt of the coatlnulng itreogtb of laflatlodaty praaaoraa and 
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axpactstlao* ■ Th* amtibatt iBCaad that eptn aukat cvaratioua in tha 
Intu-aaatlBC parlod ahould be dlcactad Initially EsnEd achlarioc 
■lil^ClT liimu Kmay aaEkaC condltlaiu, and that latar In Eha parlod 
tba dbjcetlTa* of oparatlooi ibcwld dapand on tncaadng data for H-l 

■Dd n-i. 

kt at tha pracadlnl naaClog, Chera vara dlffaraacaa of 
vlas with raipact to Eha dagnc of flninc that nl^C ba uodartakeo, 
Ihaae dlffcrincea vara laHacCad in aplnlDcu on auch laauea aa the 
■asniCoda aod apaad of tha initial Bora tovaid fliaar Knar laattet 
CDaditiona and tba amount of laswar—ln taraa of tha Intar-aaatlng 
rania apeciflsd for tha Fadaial Amdi rata—for further finlns 

Aa to tba initial aora, Boat aanbera favored ladilag 
an Inctaaaa in the Federal funda rata to 7-3/A per cent froB the 
pranillni lairal of 7-1/2 pec cent vitbin a fnr daya after thla 
■eating. Ho«evar, one otBlwr auigeated cbat thla quarter-point 
incraaae ba acblevad ovai a aooewhat loogar period, and another pro- 
potad that tba initial incraaaa ba tlitftad to ana-aightb of a point. 
Hlth reapect to tha intar-Baatlns range for tba Federal fundi lata, 

T-1/2 to B-l/» par cent. 

There «aa greater dlveraity of viewa with raapact to 
dH cangaa of tolerance to be apeclfled for the annual raCaa of 
groath In H-I and H-2 in tha Juna-July perliid. Of tha langei 
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■DMMtad foe H-1, tha lofwc n* 3-1/Z to B-1/2 par eaoC, and tha 
hltbaat n* 6-1/2 to 10-1/2 fi cmt; tot K-l tba aiiuaaClooa ccrvarad 
■ ilBllar (pan. It «■■ notad durlds tha dlicuMlon that 1( tba bom- 
tary mr^ltrtf aocalaimcad la Joaa, aa auMaatad bj tba aarly data, 
fTOtfth ovar cha Jima-July parLad at rataa oaar tba laLdpoijita af acaa 
of tha levac nogaa prnpoaad could ba achlavad aaly If thaia oat* ta 
ba a ahatp alaainc In July. Soaa n^eri, oho vara lacllaad to atlaaa 
tha tlaka to tka accnoBr of E^ld flralng of laiMiaT aaikat cooditloaa, 
aav thia cltesaBtanca ai an ariiaaDt for apaclfjrlBi ralatlvalr high 
2-wiath raacaa for M-l and H-2. Othar wobari, utao placed aor* acrau 
OB tha U^otCanca at thl* tlM of llalttBS pamb in cha aggraaataa for 
tha uka of BodaEatlaB taflaticoary praaaurai and apacuclona, thought 
■odi fliaini woald ba callad for if tha troictb in tba agfracataa did 
oac In fact iloit (ha^lr* 

U tha eoocluaisB of tha diicuiaien tha Ce^iIttM 
dacidad that tha Eantu of talaraoca for tha aanoal racai a( trowtb 
oral tha Jubb-JbIt period ahoold b* 5 ta 10 par cant for H-l ai^ 
6 to 10 par cant for M-2, Iha Cc^ttaa agraad that durlas cha 
coalBC iBtar-aaatlns pariod spaiacioBa ihould ba diractad initially 
tOHtd a radaral find* rata of 7-3/4 pa< cant, alightty abon tba 
pravailint laval of 7-1/2 pac caaE. Bubaaquantljr, if tba 2-wiath 
txowtb rataa of ll-l and H-2 appaarad Co ba ai^lfieaatly abon or 
tia indicatad raasaa, cba ebjacciva for tba 
o ba laiaad oi loaarad in ao ordarly faabloa vithln 
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a rwic« of 7-1/2 to A par ceac. Ic mj uDdaratood that la aaaaaa- 
iBg cha baharlDr of Che aggraMtaa tba Muwgcr ihould eoatlBua to 
glT* appreiliMtalr aqual ni^t to tha babarlor of M-1 aod M-2. 

It «*a slao tiadaratsod that tha Ctialniui Blitat sail upoo 
tlM CoMlttcs te cBiuldar th* aaad for aoppliaeitaTy luttnetlona 
U tha nta* of gromh In tha agiraiiataa appaarad to ba abora tba 
nppar Ititft ar bolw tha loitaT limit of tha ladlutad Tangaa at a 
tlB* nhan tha objactiva far tba fuoda lata had allaady ba«D Bovad 
te tha corraipoDdlnt liMt of It* nnga. 

■odlflcatlou In tha langnaga cuitaaarlly i^laTad In tha concluding 
paragrapha of Uia doaaatlc policy dlreetlve. It ma notod that, 
patfaapB baeanaa of tha aannar In lAleh tha dlraetlva wit aoidad, tba 
2-BDath rangaa of tolarance for X-l and H-l vara •objact Co alaiotar- 
protatloa ai Mbadflns tha Co^ilttae'a ahort-nu targata fot theaa 
■tf Ogata*, Intanded to ba acblarad b; appTopTiat* chaoga* In tha 
Fadanl fundi rata. In fact, hownoi, tha Hanagar could not ba 
axpactad ragularly to aehlav* Z-Bsath gionh cataa la M-l and H-Z 
Tltfaln tba ipaclflad rangaa for VArlau* raa*on*--lncludlBg tho lag 
batvaan chaogaa In tha Fadaral And* rata and cbBBgaa In thoa* gnMh 
taCaa, and tba brarlt^F of tha parted to ahlcb tha oparatloaal para- 
gtapha of aajr atogla dlracttra appllad. 

It wa* notod In Eb* dlieua*loD that tha Ceaaltt**'* 
obJastlvM for tha imiatarT aggragatu var* idwdlod In tba l-yaar 
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natM a«tabllih*a at quaECaitT Intanali, and that tha ad^ataaoU 
■ada froB tlaa to timt In tha Fadaral fund* nc« nzs Inttodad to 
Incrsai* tb* IlkalUund tliat A* liB(ar-rni poirtb rataa voald fall 
vlthln thaae TangM. Aa porpoa* of cba Z-Bnnth rangaa mt to pro- 
vlda tba IkBagat vltb an Indicator foe dataratnlng ataaa changst In 
tha fundi rata vara appTopIlata; ■paciflcallr. tha Manaaat vaa 
axpactad to adjnat tba fundi rata wlthlD Ita langa ifhan tha lataat 
projactlona of Z-nontb grovtb rataa In H-1 and H-] darlatad at^fl- 
cantlT fron tba oldpolnti of thalr rangaa (or. It tha CoMctaa ao 
Indlcatad In tba dliactlva, vhan tha projactlooi toi tba aurasataa 
approacbad or nBiad baroad tha IIhICi of thelc ran|aa). 

At ch( Mny ■aaClng, following a prallMlnary dlacuailoa 
of thla ucter, tha Ccanlttea had dalatad ooa potantlally nlalatdtng 
phzaaa tzat tha lansuate pcarloualr a^loyad, to tba affacE that tha 
CoBlttaa "axpacti" tha 2-winth ttovtb rataa to ba vlttaln cha Indl- 
catad rangaa. At tbla naaEloB tba Ci^alttac agrasd upon a noca 

EavlaloD of tba eaatoaar; laaguaga, la an affott to radue* 





Itaa f< 


illBrtng 


doaaa 


tie p. 


ollt 


7 dlcaetlva mi liiuad te 


a Fadaral ] 




: Bank of 


<.« 


lock: 






Tha lofowatlon re 
tbat raal eutput of good 
on tba avacas* la tha eu 
{lO tha affacti ol tha 
tha laaftbr coal icilka. 
^ipaaEi to b* aloirtna. 
ud April. InaraMaa In 


■land at thla Matlac tnuaata 
a and servico hat growD rapidly 

but Cha lata sf admiiea aoat raeantlr 
FolloirlDg •ubatantial galna in Katdl 



,,Googlc 



incTua* In Che c 
MilLr In UTS. 






th«y had on avecsge during 1977. the 
houTl; Hrnlngi (1(0 has tncrsaicd at 
pica >□ far In UTB than during 1977. 



IC* vary high flrit 



E ocJOT foreign currcDi 
In April «• di 



■weighted value of 

' II declined 
iT-Aprll 



bearlns 


epoalts 


Included in 


H-2 p 


ckcd 


p goneuhat as 






ncreasad c 




lUnc 






loo tine 


dEposlca t 


















cBt rates have 




levhat iu 


ether In re 








In ll^t of 


the forego I 


g de» 


elopne 


nta, It la tha 


policy 




erdl Open H 




CoiMle 


as to faitai 




and flna 


nclal CDodltloiu 




U TMlBt 


Inaatto 


lary pies 


surcS vhile 






continued 


aoderate 




expanBlop 




ncrlhu 


ing to a au*- 


talnahle 














ng *n *p 


til IB, 1978 Ehe 


CCOBl 






e object 


Ives -ouli 


e fur 


her ad 


by growth of 


M-1 M-2 




trca Che t 






of WW to 






o£ 1979 at 




wichl 


taoga* of 




nt, i-l/2 t 


9 p. 






to 10 pe 










att^d range 


far bank 




I 7-1/! to 




■pet c 


nt. ■nisas 


rangaa « 


* aublac 


t CO tecon. 


derat 




any tin* ai 


esiriltlotu nmD 




In 


the ihor 


t run, ch« 


andt 


ea *a 


ska to achleva 


bank tea 


rva and 




cond 






bnadlT 


ooslaCen 


t irtth the 




run rangei for 




BOKretat 


aa dead ab< 


mra, vhlla glTlDg due 



,,Googlc 



rafid to davalavlnt condltlraia In flnaaelil natteti 
■ore geoeially. Duilng the period uDtll tbc next 
taaulac nectlDa, Syitam open lurkec opctaClon* ahall 
b« dlr«cCed tnltUllT at ■ttilnlaa ■ veekly-avcraga 
redanl fundi nCa illfhtly a on Cha cuR«at leval. 
SubiequanCly, operations alull be dlreotsd at nalaEals- 
iDg Eiia ueeklr Ftdaral fundi rata vlthlB the ranee of 
7-1/J to 8 per tent. In deciding on hH apedflc objec 
tive toi the Tedelal fundi rite tba Muiagar ahall be 
pilded ailoly by the relatlonehlp batvean the Utest 
aattoatci of annual latea of groiiCh In the June-July 
period of H-1 and H-2 ind the folloHing rangu of 
tsleraace: 5 to 10 per cent for M-1 and 6 to 10 per 
cast for H-2. If, glvrng approximately equal Height 
to M-l and M-2, their racea of giovth appear to be 
atgnlflcoDtly above or baloH th* BldpolDt* ef tba 
indicated rangei, the objective for the fund* rate 
ahall be nlied or lowered In an orderly faahlon 
within Ita range. 

If the ratei ef grouch in the aggtegatea appear 
to be above the upper limit or below the tuuer llalt 
of the Indicated ranges at a tine ufaan Che objective 
for the taadt rate baa already been nrved to tba 
correapondlng llalt of lea range, [he Ifanoger Is 
prc^tly to notify the Chaliaao t^o vill tban daelda 
■ ■■ calls for auppleniantary Inittuo- 



mUer, Volcker, Baugbaan, Coldwell, 
lutbuin, Gatduer, JackaoB, Fartee, 
and Halllcb. Vatai agalnit thia 
action: Haaari. Ulllea and Hlnn. 

Messia. Willaa and Hlnn dlaaanted ftcB thla action 

baeaaa* they favored ncra vigorous neenirM to curb the rate of 

granb in the aonetary aggrefatea. Both piaEatrad ruge* of talar- 

■pprond by the ■ajocicy; in addition, Mt. HlUaa fnored an ufper 
llalt for the fuada rata range of 8-1/4 par canc. 
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Mr. Willu, clCtDS (CTOBS cimawar and bualM** credit 
diBuidi at promlllDg inuraat rata*, falc cbat a furthar ita« In 
ahsrt-carm InCaraat latai nuU not algnltleantly daaale econciglc 
proapacta and Cbat, to tfaa anCaot that auch a liaa Candad to ■odsrae* 
inflatlonar; axpactatlooa , It would hava a poaltlTe lapaec on cha 
acoTuoy. Hr. Wlna fait chat if tha Co^ttaa did not act nnr to 
aasure a ceductton in tha rataa of uroHtb of the auregatea, an 
aquirad later on if the 
to ba achiaved. 



In Fadanl agancy aacueitiea. 
itlal probiMB poaed by a ata- 

llabiliclai ba eella- 
'luded direct obllgatieo* of 




raqulred bad bean talatlvalj 

ropoaed lagialaclon Chat would 

>llac*ral, but Congraaa had 



It vaa noted that tha pcoblan ef ■aintainlag luftlelent 
collateral for Fedeial leiem notaa ooald bacoaa critical at (OM 
point before the anaotHQC of auch taslaUclOB If, foe an^le, a 
need aroaa ca aetl a anbatantlal volwa of Treaiutr (aeulitiaa ts 
■baorb TSdundaat ■iber bank raaetma. It vaa alao noted Chat the 
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pnblai would ba alcltatad bj ■<!■■ iIchIiii of tba rata eC (roirth la 
Sjat^ holdlas* af ■sanejr lacurltlaa and a eoixaaiiaDdliiglj l«T(ar 
iBCCaaia ta boldloca of Traaiury aaeurltlaa. 

Fatasraph 1(a) o£ tha CoHlct**** autharlutlan for 
doMatic span Markat opatatlooa auCtaorUa* tha Fadanl Kaaam lank 
of Ha* ToA to aall, a* wall a* to buy, Fadaial aaaocT aacurltlaa 
foe Cba ST(t<a Opao Harkat Account. HlatorlcallT, howarar, aalaa 
of audi aacurltlaa hava baaa qulca lafraquaat. It mi cba aanaa of 
tha CoDKlttaa that aedaat Mlai ol agancy laauaa vould ba approprlata 
Iiam tlBa to tl^, but ooIt abea MTkat clicwauncaa pandttad and 
■baD aalaa of lacurlclaa vara caaatataat ulth tha objactlvaa ol 
opao Backat npaEatloiu, It waa aocad In tha dlacuialoa that, twaa 
apart froa tha problaa of callatoral raqulHsanca, oecaalonal lalaa 
of aiaBC7 laauaa would halp anhaoea tha aaxtbftlty of opan aaitiat 
uparatloaa. Tha C<)^d.tt»a alao ascaad that tha Utilt ahauld raduca 
aoawfaat tha voliaa of aaanc; laauaa It purchaaad whoa aupplylBg 
raaarraa, aad that DccaalooallT. uban thera wai a naad to abaorb 
raaarrai. It ahould radaaa BacuTlng agancT liaoaa foe caah tathar 
than routioal; aichaDga thai for naw taaoaa* 
3. AulhotlEBtton for focelun currency opgratlona 

At thla Baating tha Ce^ttaa approval a tachnlcal 
aaaadaaat to patacrapb ID of tba authcflutlon (ot foral^ cunaBcit 
opacatlona, uadai which A* daflnttlaD coatalnad in tha aaco^ aaa- 
tanca of that parasia^ of 'ovar-all span peattloo lo all foral^ 
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In Indlvliluil cu 
of apan podclen 



he sua (dlitafardlng ilgn*) ot ntt poalclscw 

rather than aj "the sua' CdiireBArdicg ■Isns) 
currency." Tbli ctvagc m* approTed In the 
Intgrest of clarity, and to nake the laotuage of Chit paragtaph con- 
form ta certain ami laoguaga coacurrantly Introducad In the piocadural 
IniCructloDt govaralng foreign currency gparatleoB, a> daicrlbad belcw. 



-all 



telgn 



currenclei not exeeadlsg $1.0 hllllon 
poalclon la eipraaily authorized by the CoHlttee. For 
chla purpoaa, the ovar-all open poaltion In all forelffi 
curraoelaa 1* daflncd as the aim (disregarding algns) of 

IB a single foralgn currency 1h defined as holdings of 
balasces In that currency, plug outstanding conuacCa fot 
future receipt, minus outstanding contracts for future 
delivery of that currency. I.e., as the sua of those •!•- 
nanti tilth due regard to algn. 



affected by the foregoing ameodiient, the Feder 

lork la authorized, for Syatioi Open Hsrkat Ace 

over-all opea posi 

bUlloD, unless a 

nlcCee. On March 21, 1978, 

position of $Z.2S hllllea 

Clal Systsi operaclmg In 



of paragraph ID, which was 



lied by the 



the Coa^ttes had aucharli 
vtex of the scale of rec< 



,v Google 
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CoHlCCH hid raducad thla lime Co $2.0 blllloB. in llthc of decta 

In tba S^stia'* ep*a pMlcloo. Against tha backtrounil of futtbac 

dacraaau in tha opan poalcloB, cIm CoibIccm laduced tba IIMC Co 

II. S bllltca M dila BHtlng. 

Votw fee Cbla aetlea: Haiari. 
nilat, Volcker. Baughmn, Calibell, 
Eaitbuia, Jack* on, fartaa. Hal Itch, 
Hlllu, and Vina. Votaa asalnac thla 

Mr. Gardnal. 

4. Fii? <= <du r> } Inatrucclona with reaoact to oparatlona iinJar Cha 
forattn eurrancY ^ftrVTrtllJI 

In DacaabcT 1976 the CoiHlCtea bad adopted caTtaln 

pTocadural loatiuctlon* for tba purpoaa of elarltylag tba teapcc- 

tlva rslaa of ttaa CoiBlttaa, tha roialgn Curraoey SubcooBlttaa 

daalgBAtad la pangcaph 6 of tba authorliatloa tor foralgn cuirancy 

eperatlona, and tha Chaliaan In ptorUlng guldanca to tha Manatar 

of tba SratiB Open Hacfcat Account with Taapact to pTOpolad or on- 

Eoralin corraney diractlva. FaTagrapb t> of tha Inatluctlooa callai 
for cleaiaaea ol any tranaactlona tliat would raault la greaa traoa- 
actlona In a alngla foEelgn cuEraocT excaedlng flOO million on any 
day ot $300 Billioa ainca the Boat recant regulai Baailag of tha Co 
■Ittaa. At ita aaatlag ia March 1978 ttaa Cc^ttea awndad paragEai 
IB to iDctaaaa thaaa dellac limita, afalch had oecaalonally havered 
ongoiag aparattona, and to taHiva an aBbignlcy la tha languase. 
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At this sasclng the Ccnnlttee dcddsd to diacontlmia 
th* U(e of Che coDe^t of groai tnniactisiu In Cha procadural 
laitrucClDOS. la IM stud It intcoduced (>) ■ claaraoce raqolra- 
oent foraulstad In tanw of AaHj and lateE-B*etla| chABgea Id CIw 
GyaCan'a net poalelan 1b ■ alnsl* for«tgn cuireucy (od (b) a raqulra- 
DciiC for clucwica of Ul]> epantlan chat idght gaaerata ■ auhataa- 
tlil VDlmc of ending in a paictcular eucraoej by tlu Syacia, 
regacdlad of the efface on the Gyitta'a net poaltion In ilkat cut- 
rency« The parpoee at theae changea una to laprore the effective- 
DEIS at tha coEKulUtton procadure. In addition, for the wka of 
clarity the votd "tcanucclon" vai rapleead by Cha mrd "opemtlon" 
lAeraver Che Escoar had occurred In the tnatmctiBot . 

The two now provialooa were identified >s peragrapfai 
IB end IC. Panstepfa lA, which Icferi to dally aad inCel-Beeting 
changea in the Syaten'a over-all open poaicim in foreign eucreaei(», 
WBB retained, and the pangrepfa ptertiiualy detlguted IC, lAlcb 
relate* Co amp drawlag* by foreign central benki, vat redeaignnted ID. 

Ulth chaae changce, the prscedurnl loatructiona read 



to the eDthorliatloa 

forth In tbe iuthsriutton for foreign Currency OparUioae 
and the yorelgn Currency Directive, tha Federal Reaerva 
Hank of Bm Tock, through the Managei of the Syeta Open 
Market Account, (hall ha guided by the fallowiog procedural 
undoritandinga with reapeet to eonaultatlana and elearanca 
with the CoBBittiee, Che roreign Currency Subei^tcea, and 
the ChalrHD of tha Ct^Ctae. All aperatlDaa UBdenekan 
parauant to each clearance* ahell be reported pm^cly to 
the Co^tfttee. 
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1. Th* Hui«B*r ihall clur vltti cha SabeoHlitH (or itlch 

tlw chilnun If the Cbiiman believci true conaulcitlon 
irtth the SubecBDlttee !• not feasible In the tin* .jvBlleWe) ■ 

A. Anv (nieretlon tiMeh would result In • change In 
the Syitoi'i ovet-all -dpM polltlon la forelEti -cur- 
lanclM exceeding SlOO million on *ny der « '»<> 
■illiOD Since the "oec recent xer>l" "Mting ot 

B. kBJ vpwetloo lAlch would remit la e eh«ice la 
die Sretoii'i nee poeitloo In ■ tinlle (orelsa eiu- 
renev eiceedlng »100 ■lllloo go eny day « »300 "ll- 
lloo alDCe the BoeE recent legulu aeetlBI ot the 



C, Any operation «hleb bI^c genrate e eubetantlal 
voluae of tcedloa i" a particular curreoey by tie 
Syitoi. even though Che change Id the Syetw-a net 
poelclon in thnc currency sight b« laee than the 
llalce apcdfled in II. 

B. Any emip dceutng propoeed by ■ fnceign bank not 
ucecdlDg the Urger of (i) S200 ■llLioB ot (11) IS 

par cent of the i1m of the eii^ errang^eoE. 

2. nia HuiBgac (hall clear mth the Cealttee (or Kith the 
dukcooBltcee, If the Subcotmlttee believes thet eoneultatloB 
vlch Che Cull Cnnlttee ii not feulble in Che claa available, 
or vlth ch* Chairman, if the Chalraan believee Chet conaultatlon 
■ICh the SubcoMilttea ie not fwelble Id che Clfie evellable) : 

A, Any ODataCion which uould reeult In a change In 

die Syitsn'i oveT-all open pOBlClon in foreign cur- 

reguler aeeting of the CcHlEtee. 
>. Any ruap drevlng prepoeed by e foreign beak 
acceding Che lucger of (1) 9200 BlUloa or (U) 15 
per cent of the alie of the ei 



3, Iha Menager ihitl ilea coniulc with the gabco^ttea o: 
CbaiTBSB about propoeed evep drentag* by the Syetea, and abi 
any operatioaa that ere net ot e loutl^ character. 
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[The following letter was received from the Department of the 
Treasury in r^rd to H.R. 12621. See also page 10 of the Hearing.] 



Refei:ence li 


B made to your request £or 


Department of tl 


!ie Tceasucy concerning H.R. 




B of collateral eligible fc 


Federal Reserve 


notes.' 



Under the second paragraph of section 16 of the Psdacal 
Reserve Act (12 U.s.c. 412) a Federal Reserve Bank applying for 
Federal Reserve notes oust post collateral In an amount equal to 
the Federal Reserve notes applied for and issued. The collateral 
Eiay consist of, among other things, 'direct obligations of the 
United States.' H.R. 12G21 would amend that paragraph to eipand 
the list of eligible collateral to include any obligations which 
are fully guaranteed as to principal anil interest by the Dnited 
States or any agency thereof. 

objection to the enactment of B.R. 

The Office of Hanagement and Budget has adviseil that there is 
objection from the standpoint of the AdniniHtratlon's progian 
the submission of this report to your Committee. 



Deputy General Counsel 



The Honorable 

Psrren Kltchell, Chairman 

Subcommittee on Domestic Monetary 

Bouse of Representatives 
Washington, D. C. 20515 
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